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KOREA KEY ECONOMIC INDICATORS 


Unless otherwise indicated, all values are in current U.S.$ Million and represent period 
averages. 


Exchange Rate: US$1.00=723.1 won (Eno. Est.) Percent Chan 


As of August 3, 1988 1986 1987 1988 19 86 1987 1988 


INCOME, PRODUCTION, EMPLOYMENT 
GNP 95,274 118,593 152,085 15.3% i. 5* 
GNP at Constant (1980) Prices 97,366 109,098 120,009 12.3* 10.0* 
Per Capita GNP ($) 2,300 2, 826 3.577 13.7* 14.0* 
Indices: 1980=100 
Industrial Production 195.0 227.7 259.6 1 1 
Avg. Labor Productivity 187.8 209.5 25035 = z 
Avg. Industrial Wage 199.8 222.4 25566 Z 
Labor Force (Thous.) 16,116 16, 873 17,400 
Avg. Unemployment Rate (%) 3.8 3.1 3.1 
Total Population (Thou. Mid-year) 41,569 42,082 42,593 
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MONEY AND PRICES 
Money Supply (M2) 1/ 39,277 50, 839 68,984 
Interest Rates (Camml. Banks) i251 1120 10.0 
Indices: 1985=100 
Wholesale Price 98.5 99.0 102.0 
Consumer Price, all cities 102.8 105.9 114.4 
GNP Deflator (1980=100) 141.9 147.1 154.5 


BALANCE OF PAYMENTS AND TRADE 
Gold and FX Reserves (Official) 1/ 3,351 3,615 12,000 
External Debt 1/ 2/ 44,500 35,600 31,000 
Annual Debt Service 3/ 9,480 17,318 12,000 
Annual Debt Service Ratio (%) 3/ 22.7 31.3 17.6 
(excl. prepayments) (19.6) (15.3) (13.0) 
Balance on Current Account 4,617 9,783 11,000 
Balance of Trade (FOB) 4,206 17652 8,300 
Exports (FOB), Customs Basis 34,715 47,281 57,500 
To U.S. 13,880 18,311 21,000 
Imports (CIF), Custams Basis 31,584 41,020 52,000 
From U.S. 6,545 8,758 12,500 
Average Exchange Rate (won/USS) 881.4 822.4 740.7 
Period-End Exchange Rate (Won/USS$) 4/ 861.4 792.3 689.0 


Major imports fram the United States in 1987 (in US$ Mil., CIF): Nomelectrical Machinery 
(1,254), Electronics & Electrical Products (1,175), Chemicals & Chemical Related Products 
(938), Grains (609), Raw Hides & Skins (656), Pulp & Paper (453), Iron & Steel (380), Raw 
Cotton (318), Aircrafts (290), Wood (227), Coal (188), and Petroleum Products (159). 
Major Exports to the United States in 1987 (in US$ Mil., FOB): Electronics & Electrical 
Products (3,209), Textiles (2,959), Autamobiles (2,670), Footwear (1,825), nonelectrical 


Machinery (1,308), Iron & Steel (1,006), Toys (868), Sound Recorders & Reproducers (646), 
Luggage & Handbags (450), and Tires & Tubes (182). 


Footnotes: * Percentage changes calculated in won terms. 1/ Data are for end of period. 
2/ All external debt including debt of under 1-year maturity. 3/ Includes payments on 
debt of under one year maturity as a percentage of total exports of goods and services. 
4/ Period-end rate for 1988 based on 15 percent won/dollar appreciation. For 
statistical purposes only. This is not an exchange rate forecast. 


Sources: Embassy estimates, Bank of Korea, Economic Planning Board and Ministry of 
Finance, 





I. OVERVIEW AND OUTLOOK 


The Korean economy enjoyed one of its best years ever in 1987. Real 
GNP, driven by strong investment and surging exports, was up 12 
percent, a growth rate which almost matched that of 1986. The 
current account surplus grew further in 1987 reaching $9.9 billion, 
twice the $4.6 billion surplus of the previous year. (Korea 
recorded its first significant current account surplus in 1986.) 
Gross foreign debt decreased sharply in 1987, falling almost $9 
billion from the end of 1986. 


In the first half of 1988, real GNP grew 11.8 percent compared to 
the first half of 1987. Korea's current account surplus continued 
to rise, reaching $6.1 billion at mid-year, a pace that will produce 
a substantial current account surplus for a third straight year. 


A flareup of labor disputes in the spring resulted in slower second 
quarter growth in 1988. This year's disputes have been less severe 
and less numerous than those which occurred in 1987, but they had an 
impact on industrial production, especially in certain export 
industries. Higher labor costs, won appreciation, and possible 


labor unrest may cause growth to slow somewhat during the second 
half of 1988. 


In 1987, Korea's trade surplus with the United States increased to 
$9.6 billion, up from $7.3 billion in 1986. The bilateral deficit 
with Japan, meanwhile, fell slightly from a peak of $5.4 billion in 
1986 to $5.2 billion in 1987. During the first half of 1988, 
Korea's trade surplus with the United States totalled $3.9 billion, 
a figure 15 percent lower than the same period in 1987. The drop 
was due to a sharp increase in U.S. exports, up 43 percent in the 
first semester of 1988. During the period, U.S. exports turned in 
impressive performances in every sector, particularly agriculture. 


As Korea's external surpluses have continued to mount, its trading 
partners have pressed the Korean Government to reform its highly 
restrictive import regime. The government has announced a 
systematic program of tariff cuts aimed at reducing Korea's average 
tariff rates from 16.9 percent in 1988 to 6.2 percent in 1993. The 
government also has begun to open some service sectors, including 
insurance, to foreign participation. 


In 1987, the won appreciated against the dollar, but depreciated 
against most other international currencies. Since the beginning of 
1988, however, the won has revalued across-the-board. During the 
first half of 1988, the won appreciated against the dollar (8.8 
percent), the yen (17 percent), the d-mark (24.2 percent), and the 
New Taiwan (NT) dollar (9 percent). 





II. POLITICAL SETTING 


Last year, Korea's political landscape changed dramatically. After 
a hard-fought presidential campaign, Roh Tae Woo gained a 37 percent 
plurality against Kim Dae Jung, Kim Young Sam, and Kim Jong Pil. On 
February 25, 1988, Roh was sworn into office, inaugurating the Sixth 
Republic. 


National Assembly elections, on April 26, produced a surprise result 
when the ruling Democratic Justice Party failed to achieve a 
Majority. The three opposition parties have agreed to work 
together, but no formal coalitions are currently foreseen. The 
National Assembly will play a more active role in Korea's 
governmental process. 


III. KOREAN ECONOMIC TRENDS 


Macroeconomic Performance: Real GNP increased 10.3 percent in the 
third quarter and 9.1 percent during the fourth quarter 1987. 
Although growth in the second half of 1987 was significantly lower 
than the 15 percent growth rates posted during the first semester, 
the results in the latter half of the year were sufficient to lift 
the economy to 12 percent real GNP growth for the vear (almost to 
the level of 1986's record-breaking performance). 


During the first quarter 1988, Korea's real GNP continued to be 
propelled by the strong performance of its export sector, up 25.8 
percent compared to first quarter 1987, and by active investments, 
up 12.6 percent over the previous year. 


Although there have been signs of upward pressure on prices (notably 
in the real estate sector), inflation generally has remained in 
check. In 1987, the consumer price index was 3 percent for the 
year, while wholesale prices rose by only 0.5 percent. In 1988, 
prices have increased at a faster rate, but there still are no 
indications that Korea is threatened by a renewal of the very high 
inflation levels that characterized the economy in the late 

1970's. The government has continued to monitor inflation closely 
and has reduced energy prices in an effort to offset the cost-push 
effects of wage increases. In addition, won appreciation has 
reduced the relative cost of Korea's raw material imports. 


Fiscal _and Monetary Policy: Monetary authorities have actively 
intervened to soak up excess liquidity caused by the growing current 
account surplus. During the latter half of 1987, the Bank of Korea 
issued a total of 3.2 trillion won in monetary stabilization bonds. 
In the first half of 1988, the Korean Government held monetary 
growth within its specified targets; broad money (M-2) growth was 
limited to 18 percent, a tight policy in view of the country's 
double digit GNP growth rate. 
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In the 1987 fiscal year, the government enjoyed a $1.2 billion 
budget surplus (includes off-budget items). The surplus was caused 
by unexpectedly rapid GNP growth which helped produce substantially 
higher revenues (21 percent higher than 1986 and 8 percent higher 
than predicted by government planners). Overall, 1987 budget 
expenditures rose 16.4 percent, largely due to increased outlay for 


rural development projects, welfare programs, and compensation for 
summer flood damage. 


In 1988, government revenues have continued to exceed expectations, 
up 20 percent for the first 6 months compared to a year ago, far 
surpassing the 8.7 percent growth originally foreseen. With the 
additional resources, the government probably will increase 1988 
spending for rural development and welfare programs by about $1.4 
billion, an amount which will help fulfill campaign promises to 
address the needs of the urban and rural poor. 


Balance of Payments & Foreign Debt: Korea's external accounts 
continued to improve in 1987. The current account surplus was $9.9 
billion. Exports led the way in 1987, up 36 percent, but there also 
was improvement in the invisibles account which was $1 billion in 
surplus. In 1988, the current account has continued to run large 
surpluses, putting added pressure on the domestic money supply. 
During the first half of 1988, Korea's current account recorded a 
surplus of $6.1 billion. Korean Government economists estimate the 
current account surplus will reach $10-11 billion at year's end. 
Although the 1988 current account will likely exceed 1987 levels, 
expectations are that rising labor costs and the cumulative effects 
of won appreciation will cause the growth of the current account 
surplus to slow somewhat during the second half of the year. 


Korea's gross foreign debt plummeted in 1987, falling from $44.5 
billion at the start of the year to $35.6 billion by the end of 
December. In 1988, foreign debt will continue to fall. The 
reduction of foreign debt, however, will be less dramatic, as the 
Korean authorities weigh the benefits of prepaying foreign loans 
against other more attractive options (for example, building 
reserves, and stimulating imports through attractive financing 
programs). Two factors which will influence these decisions are 
expectations of further won appreciation and lower real interest 
rates abroad. 


Exchange Rate: In 1987, the won appreciated 8.7 percent against the 
dollar, while depreciating 11 percent against the d-mark, 16.2 
percent against the yen and 14.1 percent against the pound 

sterling. During the first half of 1988, the won appreciated 
across-the-board gaining 8.8 percent against the U.S. dollar, 17.0 
percent against the yen, and 24.2 percent against the d-mark. It is 
too early to determine what effect further won revaluation will have 
on Korea's trade patterns, but the significant increase in U.S. 
exports to Korea in the first semester of 1988 is partly 
attributable to the exchange rate shift. 
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Financial Sector: Korea's financial sector continues to experience 
problems associated with the rapid shift to an external surplus. 
Bank of Korea efforts to soak up excess foreign sector liquidity 
have created artificial credit shortages in some sectors. One 
positive side effect, the high returns on commercial loans, together 
with the rise of the stock market index, have helped to improve the 
profitability of domestic banks which have been burdened by a legacy 
of nonperforming loans to shipbuilders and construction firms dating 
back to the late 1970's. 


Foreign banks reported a profitable year in 1987, but difficulties 
in gaining access to sources of local currency funding continues to 
impede expansion of their market share. Foreign banks are looking 
to improve their access to local currency funding as an alternative 
to their traditional reliance on foreign exchange lending. 


Foreign Investment: Approvals for foreign equity investment in 1987 
broke the $1 billion level for the first time since 1962 (the first 
year the government began keeping records on foreign investment). 
This amount represents a tripling of foreign investments approved 
during 1986. Factors contributing to the surge included growing 
foreign investor confidence in Korea's industrial competitiveness 
(spurred by the yen's appreciation against the won in 1985-87) as 
well as a rush to invest in advance of a planned phase-out of 
various tax incentives. 


In 1987, investment approvals from Japan and the European countries 
tripled, compared to 1986, totalling $494 million and $210 million, 
respectively for the year. Investments from the United States 
doubled to $255 million. The shift in foreign investment from 
services to manufacturing (which began in 1986) continued in 1987, 
with the manufacturing sector garnering three quarters of all 
investment approvals in 1987. Investment approvals of $545 million 
during the first 5 months of 1988 suggest this will be another 
strong year for foreign investment. 


Currently, 79 percent of Korea's 999 economic sectors are open to 
foreign investment. Manufacturing is the most liberalized, with the 
ratio of open sectors (to total manufacturing sectors) standing at 
97 percent. The "liberalization ratio" for services is 61 percent, 
while the agricultural sector is the least liberalized, with a ratio 
of only 20 percent. Earlier this year, negotiations between the 
U.S. and Korean Governments resulted in further opening of the 
insurance sector and made some headway in liberalizing the 
advertising and maritime sectors. 





-7- 


Merchandise Trade and Import Liberalization: Korea's merchandise 
trade surplus continued to grow in 1987, reaching $6.3 billion, 
double the 1986 surplus. In trade with the United States, Korea's 
1987 trade surplus totalled $9.6 billion, up from $7.3 billion in 
1986. In 1987, Korea ran a trade deficit of $5.2 billion with 
Japan, slightly off the $5.4 billion deficit recorded in 1986. 
Korea's total world exports in 1987 amounted to $47.3 billion, 
percent increase over 1986. 


Although the United States was the recipient of 39 percent of 
Korea's total exports in 1987, Korean exports to Europe and Japan 
accelerated. Depreciation of the Korean won against the yen and 
most European currencies in the latter half of 1987 contributed to 
increases in Korea's exports to Japan (up 55 percent compared to 
1986) and Europe (up 60 percent during the year). In the first half 
of 1988, Korean exports to the United States as a percentage of 
total exports fell to 35 percent, as Korea stepped up efforts to 
diversify its export market. Despite the won's revaluation in the 
first 6 months of 1988, Korean exports remained competitive in 
overseas markets registering increases (over the same period in 
1987) in Japan, Europe and other markets (mostly in East Asia) of 55 
percent, 31 percent and 29 percent respectively. 


U.S. exports to Korea rose dramatically in the first half of 1988, 
up 43 percent over the same period in 1987. The largest gains in 
the manufacturing sector were registered in machinery (up 55 
percent), chemicals (up 44 percent), and electronics and electrical 
products (up 34 percent). 


The Korean Ministry of Trade and Industry (MTI) has taken some steps 
to ease import restrictions, removing 61 items from the surveillance 
list and eliminating pre-import inspection requirements for a number 
of materials used to manufacture. medicine or subject to controls 
under Korea's Atomic Energy Law. 


Agriculture: U.S. agricultural exports to Korea rose sharply in 
1987 totalling $1.8 billion, a 40 percent increase over 1986 sales. 
During the first 6 months of 1988, U.S. agricultural exports to 
Korea increased approximately 86 percent over the same period in 
1987. Demand for U.S. agricultural products was strongest in the 
Korean textile, leather, and feed industries. 


In 1987, the value of Korea's hide imports from the United States 
increased 34 percent over 1986, totalling $655 million. In the 
first half of 1988, strong demand and high quality helped U.S. 
exports of raw cotton to Korea reach $230 million, a 90 percent 
increase over the same period of 1987. In the first half of 1988, 
Korea continued as the world's largest importer of hides and skins. 
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Corn imports for the October 1987 - May 1988 marketing year (MY) 
climbed to 3.2 million metric tons (mt), up 69 percent from the same 
period of MY 1986. Since May 1987, the U.S. has been the primary 
supplier of Korean corn imports, but recently the severe drought and 
rising prices have caused the United States to lose some market 
share, particularly to China. In the first 6 months of 1988, 
China's corn exports to Korea were estimated to have reached 500,000 
mt. Milling wheat imports, almost entirely from the United States, 
for July 1987-May 1988 were up 17 percent to 1.9 million MT. 

Imports of soybeans from the United States during the first 5 months 
of 1988 increased only 1 percent from the same period in 1987. 


Compound feed production in 1987 increased 17 percent to 9 million 
mt. During the first 6 months of 1988, there was a 10 percent 
increase in feed production, largely due to expanding swine and 
poultry production. Feed imports for beef cattle, however, declined 
-- as a result of a significant reduction in cattle inventories. 
(Korea's beef cattle population peaked in 1985 at 2.6 million head, 
but since then has dropped to about 1.7 million head--down 35 
percent.) The decline is largely the result of strong consumer 
demand and the ban on imported beef. 


The question of beef imports is among the key issues raised by Korea 
farm groups and the newly emerged opposition majority in the 
National Assembly. Despite the political sensitivity to beef 
imports, supply shortages, resulting from increased domestic demand, 
contributed to a lifting of the import ban in the second half of 


1988. The government's decision to implement a limited opening of 

the beef market also was also influenced by pressure on Korea from 

the United States (and other agricultural producing countries) both 
bilaterally and in the GATT. The U.S. Government will continue to 

press for full market access for U.S. beef exports. 


Although imports of recently liberalized high-value agricultural 
products -- including lemons, grapefruit, cherries and some fruit 
juices -- is increasing, import volumes are still small. Effective 
April 1, quinces, other vegetable juices and fruit cocktail were 
liberalized for import. On July 1, the Korean Government 
liberalized imports of avocados, meat extracts, high protein soybean 
flour, and some vegetable juices. The government also has removed 
frozen potatoes from the surveillance list. 


Protection of Intellectual Property Rights: New laws, effective 
July 1, 1987, have helped alleviate unauthorized use of copyrights, 
patents and trademarks, a serious problem for foreign firms 
operating in Korea. The laws underscore the Korean government's 
long-term commitment to providing adequate protection for 
intellectual property. Nevertheless, effective enforcement by the 
Korean authorities remains a key concern of foreign businesses. In 
addition to stricter laws, Korea has also joined appropriate 
international conventions. 
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Textiles and Footwear: Korea's textile exports remained strong in 
1987, reaching $11 billion, an increase of 33.6 percent over 1986. 
Textile exports to the United States totalled $2,959 million in 
1987, up 17.3 percent. Korean textile exports to Japan, helped by 
the won's depreciation against the yen, increased nearly 60 percent 
over the previous year totalling almost $2 billion. 


In 1988, wage increases and won appreciation have contributed to 
slower growth for Korea's textile exports. Although textile exports 
rose a healthy 23 percent in the first quarter of 1988, second 
quarter exports rose only 18 percent. Overseas investments by 
Korean textile companies have increased rapidly in the past 2 years, 
with over 50 projects underway totalling $28.1 million. Most of 
this investment is located in the Caribbean Basin and Southeast 
Asia. 


Korea's footwear industry turned in another strong export 
performance in 1987, with over 92 percent of the year's production 
shipped overseas. Exports in 1987 increased 34 percent over the 
previous year and accounted for 6 percent of Korea's overall exports 
by value (the sixth largest export category just behind 
automobiles). Korea is the world's third largest exporter of 
footwear, behind Italy and Taiwan. 


Although Korean economic planners expected won appreciation and wage 
increases to slow export growth in 1988, the first 6 months saw 

footwear exports grow to $1,917 million, a 57 percent increase over 
the same period in 1987. Letter of credit arrivals, an indicator of 


near term exports, were up 31 percent compared to the same period 
last year. 


Electronics: The highly competitive Korean electronics industry 
continued to grow rapidly in 1987, with production and exports up 44 
percent and 52 percent respectively (reaching $17.4 billion and 
$11.2 billion). These growth rates are almost a repeat of 1986. 
(The last 2 years have seen a doubling of Korea's electronics 
industry. Korea now ranks sixth in world electronics production 
after Japan, the United States, West Germany, the United Kingdom, 
and France.) Consumer electronics, including color TVs, VCRs, and 
microwave ovens, continued to lead the way, although the growth rate 
of industrial products such as computers and peripheral equipment 
outpaced the consumer sector. 


Yen appreciation and $1 billion worth of investment in semiconductor 
manufacturing by Korean manufacturers have improved the 
competitiveness of Korean companies and have led to a substantial 
improvement in the chronic deficits Korea has experienced in its 
electronics trade with Japan. 
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Nevertheless, the industry has encountered other problems such as 
won appreciation and higher-than-average wage increases (25 
percent). Despite these problems, Korea's three largest 
semiconductor manufacturers -- Samsung, Goldstar, and Hyundai -- 
fared well during 1987, and reportedly turned a profit by year's 
end. Key factors in this success were the U.S.-Japan semiconductor 


agreement, U.S. sanctions against Japan, and an increase in world 
semiconductor prices. 


Korean producers still do not have the state-of-the-art technology 
in microelectronics (especially design capabilities). At least one 
Korean firm has begun commercial production of one mega dram chips, 
but it is unclear whether the company has achieved a profitable 
yield. The lack of sophisticated microelectronic technology and the 
desire of Korean manufacturers to short-cut technology hurdles has 
led to some patent infringement problems. 


To upgrade their technology, Korean companies plan to upgrade their 
R&D efforts to about 20 percent of sales in 1988. Despite 
technology and marketing problems, Korean semiconductor 
manufacturers and assemblers are determined to press on. Reports 
indicate that in 1988 they will invest $500 million to move into 
production of 4 mega dram chips and other sophisticated integrated 
circuit production within the next several years. 


In the first half of 1988, wage increases (averaging 15 percent) and 
further won appreciation began to affect the competitiveness of 
Korean manufacturers contributing to a production slowdown. The 
overall utilization rate which stood at more than 90 percent in 1987 
has fallen to the 80 percent level in mid-1988. The utilization 
rate is expected to decline further in the months ahead. 


Shipbuilding: In 1987, Korea's share of the world market grew from 
24.1 to 30.2 percent, as Korean shipyards received new orders for 
3.4 million gross tons (G/t), valued at nearly $1.9 billion. The 
figures represent a 2 percent decrease in tonnage and an 11.5 
percent increase in value over 1987. Of these orders, 2.3 million 
G/t were from overseas, a 24.2 percent drop, while domestic orders, 
helped by the government's planned shipbuilding program (PSP), 
totalled 1.1 million G/t, a 175.6 percent gain over 1986. Due to 
the shipbuilding slump in 1985 and 1986, actual ship construction in 
Korea during 1987 totalled only 1.9 million G/t. 


Although Korea has emerged as a major shipbuilder, industry leaders 
are concerned that won appreciation and recent wage increases will 
erode price competitiveness before their firms have had a chance to 
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recover from the worldwide shipbuilding slump. To address the 
problem, Korea's shipbuilders are accelerating investment in new 
technology and undertaking greater R&D cooperation. 


Construction Industry: In 1987, new orders for domestic construction 
projects totalled $9.9 billion, up 21.2 percent from 1986. Public 
sector orders increased 25.8 percent to $5.3 billion, accounting for 


53 percent of total orders; private sector orders increased 16.3 
percent. 


Overseas orders during 1987 totalled $1.7 billion, down 23.6 percent 
from 1986. Orders from the Middle East increased slightly to $1.3 
billion, a 5.8 percent gain over 1986. (Even with this increase, 
new orders from the Middle East in 1987 amounted to only 9.5 percent 
of those received in 1981, the peak year.) In 1987, orders from 
Southeast Asia fell 65.8 percent from 1986 (the top year) totalling 
only $298 million. The invisibles balance from overseas 
construction in 1987 registered a surplus of $807 million. The 75.4 


percent increase was due largely to the settlement of unpaid bills 
from Saudi Arabia. 


In 1988, domestic construction (largely public works) will grow 
about 19 percent. The overseas construction market is expected to 
recover gradually. If Libya awards a $3 billion waterway 
construction to a Korean company, foreign orders in 1988 will likely 
increase to $6 billion. Korean construction firms are optimistic 


over the possibility of developing new markets in the United States, 
Japan, and China. Taiwan and Hong Kong also have emerged as 
promising new markets; Korea also is exploring possibilities for 
eventual advance into China. In view of the government's recent 
decision to relax restrictions on foreign exchange and overseas 
investment, Korea's construction industry should be well positioned 
to take advantage of the market opportunities created by increases 
in investments abroad by Korean firms. 


The Korean Government plans to open the domestic construction market 
on a step-by-step basis, beginning in 1989. This action is deemed 
necessary to strengthen the competitiveness of Korean firms and to 
smooth their entry into the United States and Japanese market. To 
prepare for market opening, the government has revised construction 


regulations to enhance competition by liberalizing licensing 
procedures. 


In 1987, the Korean Government continued its program to rationalize 
the construction industry. There currently are 25 construction 
firms in Korea (compared to 48 in 1986). In addition, the 
government announced efforts to develop new technologies and to 
introduce foreign technology to the construction industry. 
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Automobiles: In 1987, the Korean automobile industry, despite labor 
unrest, turned in a remarkable performance. Auto sales in 1987 
totaled 420,048 units in the domestic market and 546,310 units 
overseas, increases of 45.7 percent and 78.3 percent respectively 
over 1986. Domestically, lower fuel prices and a rush to purchase 
cars before scheduled price hikes contributed to increased sales. 


Overseas, the debut of Kia's Ford Festiva and Daewoo's Pontiac 
Lemans together with the continued popularity of the Hyundai Excel 
boosted the share of exports to total production to 55.8 percent. 

Of total exports, 442,737 units or 81 percent went to the United 
States. In contrast, the filing of an antidumping suit contributed 
to a 51.2 percent drop (to 31,662 units) in exports to Canada. 
Although total production (979,739 units) was less than the original 
1987 target (one million units), it still represented a 63 percent 
increase over 1986. 


Growth is expected to continue in 1988 with production volume 
projected to reach approximately 1.4 million units. The targets set 
for export and domestic sales are 760,000 and 630,000 units 
respectively. In order to avoid trade conflicts with the United 
States and Canada, Korean automakers will attempt to divert a larger 


share of their production to other regions such as Europe and the 
Eastern bloc. 


To meet the demand in the overseas and local markets, Korea's 
automakers plan to increase production capacity from 1.4 units to 


1.7 million units in 1988. It is estimated that labor disputes in 
the spring will cause a production shortfall of 126,000 units in 
1988 (a 9.1 percent drop). In March 1988, the Korean Government 
reduced the special consumption tax for cars with engines over 


2000 cc from 40 percent to 28 percent; for engines below 2,000 cc 
from 20 to 15 percent. 


In April 1988, the Korean Government liberalized imports of 
passenger cars with engine capacities of less than 2,000 cc, and 
reduced the duty from 50 to 30 percent. According to the 
government's tariff reduction schedule, the import duty for 
passenger cars will be reduced to 25 percent in 1989, 20 percent in 
1990 and 15 percent in 1992. (Since the government announced these 
liberalization measures in July 1987, only 138 foreign cars, 35 U.S. 
models, had been sold in Korea as of June 1988.) 


The auto parts sector has been active with a substantial influx of 
domestic and foreign investors. Auto parts exports totalled $265.2 
million, an increase of 61.2 percent over 1986, but labor disputes 
prevented Korean auto parts manufacturers from reaching their $300 
million annual target. The Korean auto parts industry still remains 
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heavily dependent on Japanese imports. However, in 1987, imports 
from the United States totalled $150 million, up from $55 million in 
1986. 


Steel Industry: The Korean steel industry had a very good year in 
1987. Increases in domestic demand, however, strained capacity 
causing producers to divert production away from export markets. 
Domestic demand, led by the booming automobile, electronics, 
machinery and shipbuilding sectors, increased 24.4 percent from 12.2 
million M/t to 15.2 million M/t. Exports, in contrast, grew only 
0.8 percent from 6.4 million M/t to 6.5 million M/t. 


The destination of Korea's steel exports changed markedly in 1987, 
as Japan became its largest customer, accounting for 30.8 percent of 


total Korean steel exports. The U.S. share of total steel exports 
was 21.1 percent. 


In 1988, a buoyant domestic economy has boosted local steel demand 
by 10 percent. Steel exports are projected to remain at much the 
same level as 1987 because of a stronger won, excess world capacity 
and sluggish external demand. To cope with growing domestic demand, 
Korean steel imports are expected to rise another 22 percent in 
1988, With the completion of the second Kwangyang mill (production 
capacity of 2.7 million M/t) in July 1988, Korea became the world's 
eighth largest steel maker with total production capacity of 21.5 
million M/t. POSCO has announced it will accelerate the start of 


its ambitious third-phase plan to expand the Kwangyang's capacity to 
8.1 million m/t. 


Tourism Industry: The tourism sector enjoyed its best performance 
ever in 1987, registering a $1.6 billion surplus, up 70.6 percent 
from 1986. Tourism earnings accounted for 16.3 percent of the total 
current account surplus in 1987. Foreign tourists totalled 1.8 
million and receipts $2.3 billion up 12.9 and 48.5 percent 
respectively. Per capita spending averaged $1,226, a 31.5 percent 
increase from $932 in 1986. (The Japanese accounted for 48 percent 
of all tourists, a 13 percent increase; Americans 17 percent.) The 
government estimates that more than two million foreign tourists 
will visit Korea in 1988 and expects tourist earnings to total $2.5 
billion. On January 1, 1989, the government will lift minimum age 
restrictions for overseas travel by Korean citizens. 


Korea is in the middle of a hotel construction boom sparked by the 
1988 Summer Olympics. In 1987, 211 new hotels having 27,418 rooms 
opened their doors. In 1988, 138 hotels (with 15,633 rooms) were 
constructed and completed in time for the Olympics. 
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During the first 6 month of 1988, foreign tourists visiting Korea 
numbered one million, a 12.4 percent increase over the same period 
of 1987. (Japanese tourists accounted for 49.1 percent and Americans 
15.6 percent.) Revenue totalled $1.5 billion, a 43.1 percent gain 
over the same period last year. Per capita spending increased to 
$1,512. 


IV. Implications for U.S. Businesses 


The U.S. Government has and will continue to press the Korean 
Government to implement measures that provide meaningful market 
access for U.S. exporters and investors. In the recent past, the 
United States has negotiated agreements which have allowed U.S. 
firms greater access to the Korean insurance market, have improved 
protection of intellectual property, have opened the Korean market 
to U.S. cigarette exports, and have led to reduced tariffs ona 
variety of manufactured products. 


President Roh has established a Presidential Commission on Economic 
Restructuring to develop recommendations on the future course of the 
Korean economy including its "internationalization." The commission 
is reportedly addressing issues associated with decentralization, 
deregulation, and market opening. 


Export Market: The growth of Korean exports to the United States 
brought total bilateral trade in 1987 to $27 billion and raised 
Korea's trade surplus with the United States to almost $10 billion. 
Korea is the seventh largest U.S. trading partner and its fourth 
largest market for agricultural exports. Korea continues to offer 
excellent business opportunities to American exporters, particularly 
as the Korean Government focuses on the need to reduce its bilateral 
surplus with the United States. The Korean Government has 
encouraged Korean companies to buy U.S. products whenever possible 
and to seek new supplier relationships in the United States. There 
is growing evidence that some of these efforts together with the 
won's appreciation are beginning to pay off, as U.S. exports to 
Korea rose 43 percent in the first 6 months of 1988. 


There is strong demand for U.S. industrial raw materials, heavy 
machinery, electronics, and high-technology scientific products. 
Korean manufacturers recognize that in order to upgrade the quality 
of their products, especially exports, they must have more advanced 
production equipment. U.S. firms can compete very effectively in 
Korea for sales of products such as medical equipment and supplies, 
commmunications equipment, analytical and scientific instruments, 
electronic industry production and testing equipment, electronic 
components, food processing and packaging equipment, industrial 
controls, special machine tools, and special-purpose computers and 
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peripherals. Aggressive marketing and strong after-sales service 
are essential in a market which lies only a few hundred miles from 
Japan. Korea will continue to be a major market for U.S. 
agricultural commodities, as well as industrial materials such as 
coal, chemicals, scrap metals, logs, and lumber. 


Items of possible interest to U.S. manufacturers and suppliers on 
the latest MTI liberalization list (1986-88) are: color TV sets, 
nylon carpets, typewriters, duplicating machines, windshield wipers 
and spark plugs, speakers and amplifiers, small computers, razor 
blades, canned pork, passenger automobiles (over 2000 cc. capacity 
engines) in 1987, and cranes, metalworking machinery, soybean oil, 
automobile engines, VTR's, computers and peripherals, and bearings 
in 1988. It is important to note, however, that although the Korean 
Government has implemented a number of positive liberalization 
measures, restrictive administrative regulations and high tariffs 
can discourage or effectively ban imports of liberalized items. 


U.S. Investment: Prospects for U.S. investment appear to be very 
good and improving (see Section III). Licensing and technical 
assistance agreements provide an alternative entry into the Korean 
market for U.S. exporters. The number of foreign licensing 
agreements has been increasing rapidly. In 1987, Korean companies 
Signed 637 technical licensing agreements with foreign firms; U.S. 
companies accounted for 180 or 28 percent of the total. Korean 
companies signed 359 technical licensing agreements with foreign 
firms in the first 6 months of this year, a 15 percent increase over 
the same period in 1987. U.S. companies have accounted for 99 of 
these agreements. At the end of July 1988, total royalties paid by 
Korean business on technical licensing agreements with foreign 
businesses amounted to $249 million, a 22.1 percent increase over 
the $204 million recorded in the same period of last year. The 
largest amount, $95 million, went to U.S. companies, while Japanese 
companies received $92 million, and French firms $18 million. By 
industry, the electrical/electronics sector remitted the largest 
amount, $82 million, followed by the machinery sector ($59 million) 
and the petrochemical sector ($34 million). 
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